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CHAIRMAN 
JIM IRVIN 

COMMISSIONER 
WILLIAM A. MUNDELL 

COMMISSIONER 

IN THE MATTER OF THE APPLICATION OF 
THE AGUA FRIA WATER DIVISION OF 
CITIZENS COMMUNICATIONS COMPANY 
FOR AN ACCOUNTING ORDER 

RECOVERY OF DEFERRED CENTRAL 
ARIZONA PROJECT EXPENSES AND FOR 
RELATED ACCOUNTING TREATMENT 

AUTHORIZING A HOOK-UP FEE FOR 

DOCKET NO. E-01032B-00-0205 

REPLY TO STAFF TESTIMONY 

The Agua Fria Division (“Agua Fria”) of Citizens Communications Company (“Citizens” 

or “Company”) submits this Reply to the Staff Testimony filed in this matter. Agua Fria 

requests that the Hearing Division issue a proposed order in this matter for Commission 

consideration on an expedited basis without a hearing. Citizens has discussed this procedure 

with Staff and it agrees the matter should be handled on this basis. 

I. BACKGROUND 

Since 1985, Citizens has been incurring and paying holding charges (initially referred to 

in related pleadings as “subcontract charges”, and now as “municipal and industrial” or “M&I 

capital costs”) to the Central Arizona Water Conservation District (“CAWCD”) to retain the 

rights to use Central Arizona Project (“CAP”) water for the Company’s current and future 

customers in Sun City, Sun City West and Agua Fria. 

On August 3 1, 1994, the Arizona Corporation Commission (“Commission”) issued 

Decision No. 58750 approving the Company’s request for deferral accounting treatment of the 
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M&I capital costs paid. On May 7 ,  1997, the Commission issued Decision No. 60172, applicable 

to Citizens’ Agua Fria Division, and Sun City West and Sun City Water subsidiaries, reaffinning 

deferral accounting authority for M&I capital costs paid, and finding that Citizens’ decision to 

obtain CAP water allocations was prudent. The Commission’s order stated that recovery of CAP 

costs would be allowed when there was a definitive plan for CAP water use and the water was 

actually being taken. 

In October 1998, Sun City West and Sun City Water, filed a joint application to recover 

their deferred CAP M&I capital costs via a “groundwater savings fee” in the form of a customer 

surcharge. A key element of the Company’s application was the immediate delivery of the entire 

CAP water allotment to the existing Maricopa Water District (“MWD”) Groundwater Savings 

Facility (“GSF”). The customer surcharge requested by Citizens reflected its Commission- 

allowed rate of return and the amortization of the existing CAP M&I capital cost deferral 

balances over a term of forty-two months. In its Decision No. 62293, issued on February 1,2000, 

the Commission found that the requirements of Decision No. 60172 for recovery of the deferred 

costs were satisfied by the Sun City subsidiaries. As more fully explained later herein, the 

Commission’s order, however, reflected an amortization period of sixty months, and a rate of 

return on the deferral balance equal to only one-half of the existing allowed rate. 

On March 29,2000, Citizens submitted a tariff application to the Commission seeking 

approval for the implementation of CAP hook-up fees for recovery of deferred CAP M&I capital 

costs paid by Agua Fria, and accounting approval for the continuing deferral of the portion of 

future CAP M&I capital charges relating to CAP water not yet being taken. Consistent with the 

previous application by Sun City West and Sun City Water, the Company’s request reflected a 

proposed recovery based on its current authorized rate of return. The Agua Fria application, 

2 
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however, differed in several respects. First, deferred CAP M&I capital costs were to be 

recovered in the form of a hook-up fee assessed to builders and developers, rather than 

consumers. Second, the proposed hook-up fees reflected a ten-year phase-in of CAP water 

delivery to the MWD GSF. Finally, the accounting model underlying the requested hook-up fees 

was developed to assure there was no possibility of the Company earning a return on the deferred 

balance greater than its authorized rate. To the extent that new customer hook-ups occur more 

rapidly than are currently forecasted, the rate of amortization of deferred CAP M&I capital costs 

will be accelerated. The imposition of hook-up fees would cease at the completion of cost 

recovery. 

11. STAFF FILING 

On October 12,2000 Staff testimony containing the following recommendations: 

1. 

2. 

3. 

4. 

5 .  

The use of hook-up fees to recover deferred CAP M&I capital costs is 

appropriate. 

The authorized hook-up fees should be $127 for age-restricted dwellings 

and commercial buildings, and $2 18 for conventional residential housing 

units. 

CAP M&I capital charges associated with CAP water not yet taken should 

continue to be deferred. 

Consistent with Commission Decision No. 62293, the hook-up fee should 

reflect a rate of return of 4.365 percent. 

Citizens should annually file with the Director of Utilities a report of 

hook-up fee revenues and an analysis of the deferral account. 
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111. 

6. The collection of hook-up fees will cease once all the deferred CAP costs 

are recovered. 

If, Agua Fria fails to recharge its full CAP water allocation, within the 

proposed amortization period, the imposition of hook-up fees shall cease, 

and remaining deferred CAP M&I costs are forfeited. 

Agua Fria will file for an adjustment of the hook-up fee to reflect any 

changes in the costs of recharge or billing determinants. 

7. 

8. 

REPLY TO STAFF TESTIMONY 

Citizens agrees with the Staff recommendations that a hook-up fee is appropriate for 

recovery of deferred CAP costs, that M&I capital charges incurred in connection with CAP 

water not yet taken should continue to be deferred, that an annual report of hook-up fees and an 

analysis of the deferral account should be filed with the Director of Utilities, and that the 

imposition of hook-up fees should cease when the recovery of deferred CAP M&I capital 

charges is complete (Recommendations 1,3,5,and 6 above). However, the company respectfully 

disagrees with the remaining Staff recommendations, for the following reasons. 

A. Authorized Hook-up Fees and Associated Rate of Return (Staff 
Recommendation Nos. 2 and 4). 

Citizens’ application requests the approval of hook-up fees of $1 50 for age-restricted and 

commercial equivalent units, and $257 for conventional residential dwellings. Such fees 

represent a levelized rate, based upon the projected numbers of customer hook-ups, and relative 

household consumption patterns. It reflects a revenue requirement based on the balance of CAP 

M&I capital costs deferred as of the filing date of March 29,2000, plus the additional portion of 

estimated future payments to be deferred under the anticipated plan of phasing-in CAP water 

usage over ten years, the current 8.73% rate of return authorized by the Commission, and an 
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amortization formula that assures there will be no return earned on the deferral that is in excess 

of that rate. 

As indicated on Exhibit No. 3 in Citizens’ application, the initial request for hook-up fees 

anticipated a fairly prompt approval and implementation of the new deferral accounting 

procedure. The period for total recovery of CAP M&I capital charge deferrals was then projected 

to be ten years and three months, essentially consistent with the plan for phasing-in CAP water 

use over ten years. 

Staffs reduced fee level of $127 for age-restricted dwellings and commercial equivalent 

units, and $2 18 for conventional residential dwellings does not consider the impact of ongoing 

deferrals that have accrued during the nearly seven months that have elapsed since Citizens 

requested approval of the CAP hook-up fee tariff. These additional deferrals will require a 

recovery period of nearly 13 years if the hook-up fees proposed by Staff are accepted. This 13- 

year recovery period is inconsistent with the 10-year planned phase-in of CAP water use. This 

mismatching of the recovery period and planned phase-in is inappropriate. 

The hook-up fees recommended in Staff testimony reflect a rate of return equal to only 

one-half of the currently authorized rate of 8.73%, consistent with Commission Decision No. 

62293, issued in connection with the application by Sun City West and Sun City Water to 

implement groundwater savings fees. However, the circumstances with respect to Agua Fria are 

different from those considered in connection with the previous Commission order cited by Staff. 

As explained below, they do not warrant a halving of the rate of return. Agua Fria should be 

allowed to charge hook-up fees which reflect the full, authorized rate of return of 8.73%. 

The plan adopted by Sun City West and Sun City Water called for the recharge of CAP 

water at the MWD GSF. As established on the record, the actual molecules of water delivered to 
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the MWD facility would likely not physically reach the taps of Sun City West and Sun City 

Water customers. Accordingly, as indicated on Page 8 of Decision No. 62293, the Commission 

found that there was not a “direct benefit to customers”. As a result, for cost recovery purposes, 

only 50 percent of the authorized 8.73% rate of return was allowed on the unamortized cost 

deferral balance. 

Like Sun City and Sun City West, Agua Fria will be using the MWD GSF. However, 

unlike Sun City and Sun City West, Agua Fria’s service area is nearly identical to MWD’s 

service area. As explained in Citizens response to Staff Data Request No. SMO 1-1.a (Exhibit 

4), “any wells located in or near the service area of the entity operating the groundwater savings 

facility are immediately benefited.” Since Agua Fria’s wells are located throughout MWD’s 

service area, the CAP water being recharged by Agua Fria 

There is immediate, direct benefit; thus, a full rate of return is warranted. 

reach the taps of its customers. 

In December 1992, the Commission properly recognized that there is a time value of 

money associated with deferred CAP M&I capital costs when it authorized Arizona Water 

Company to accrue AFDC on its M&I capital cost deferrals in Decision No. 58120. Based on its 

current AFDC rate, Agua Fria has already forgone the realization of approximately $500,000 in 

carrying charges associated with its deferred CAP M&I capital charges. The Staff 

recommendation of allowing only one-half of the currently authorized rate of return should be 

rejected. 

B. Recharge of Full CAP Allocation (Staff Recommendation No. 7). 

Citizens respectfully disagrees with the Staff recommendation that the hook-up fees 

should cease and the remaining cost deferrals be forfeited if Agua Fria fails to recharge its full 

CAP water allocation, Citizens’ response to Staff Data Request No. SMO 1-3 (Exhibit 5) ,  states 
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that the MWD GSF plan is only an interim measure, and not the ultimate plan for use of CAP 

water. Instead, Agua Fria will implement a water management strategy that will include the 

management of both groundwater and surface water. This plan will include both direct treatment 

of CAP water and recharge of CAP water. Additionally, circumstances may arise that are 

beyond the Company’s control that could affect the planned uses of CAP water. Neither 

contingency should automatically require a change to the hook-up fees, and clearly do not 

warrant the forfeiture of costs already deemed to have been prudently incurred. However, the 

Company will notify Staff of any definitive change in the manner or quantity of the actual or 

projected use of CAP water in its annual informational report to the Director of Utilities. Staff 

can then determine what, if any, action should be taken, based on the circumstances. Therefore, 

the Staff recommendation to cease hook-up fees and forfeit the remaining cost deferral balances 

should be rejected. 

C. 

Citizens also respectfully disagrees with the Staff recommendation that Agua Fria should 

file for an adjustment to the hook-up fees to reflect any changes in the costs of recharge or billing 

determinants from what are projected in the application. Such action would be unwarranted and 

unnecessary, because the Company’s application fairly considers that both the billing 

determinates and estimated CAP M&I capital charges will undoubtedly differ from projections. 

This is why, under the Company’s proposal, there is no opportunity for earnings on the deferred 

M&I capital cost balance in excess of the authorized rate of return. The accounting model 

(Exhibit No. 3 and Revised Exhibit No. 3) developed in connection with the Company’s 

application is structured such that its output is produced by two variable inputs; the actual 

balance in the deferral account and the actual revenues generated by the hook-up fees. To the 

Filing to Adiust Hook-up Fees (Staff Recommendation No. 8). 
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extent that costs lower than those estimated are deferred, or greater than projected numbers of 

hook-ups occur in any period, the rate of amortization is correspondingly increased such that the 

achieved return will not exceed that which has been authorized. Once the deferred costs are 

recovered the hook-up fees will cease. Under the Staff recommendation, Agua Fria would be 

required to file each year for an adjustment to the approved hook-up fees. This administrative 

burden on both Agua Fria and the Commission Staff is unwarranted since there is no risk of 

over-earning. If the actual costs and billing determinants differ sufficiently from projections to 

warrant a hook-up fee change, Staff would be aware of this situation through Citizens’ annual 

informational report to the Director of Utilities. If Staff or Agua Fria believed that a hook-up fee 

change is warranted, either party could request such a change at any time. For the foregoing 

reasons, the recommendation by Staff should be rejected. 

IV. UPDATING OF COMPANY EXHIBITS 

The Company’s application was filed on March 29,2000. Subsequent to the filing, an 

additional payment of $266,232 for CAP M&I capital costs was made by Agua Fria, on May 5, 

2000, and charged to the deferral account. Such payments are required semiannually, and are 

made in advance of the six-month period to which they apply. A $238,500 payment is scheduled 

to be made in December 2000, for the first half of 2001. This payment is less that originally 

projected on Exhibit 2 of the application, reflecting a favorable federal court ruling in the 

litigation between the CAWCD and the United States Government, that resulted in the CAWCD 

adopting a reduced price for M&I capital charges on June 22,2000. 

Exhibit Nos. 1,2,  and 3 in the application have been updated to reflect the full deferral of 

the June 2000 CAP M&I capital cost payments, partial deferral of the December 2000 payment, 

and a December 1,2000 anticipated implementation date for the requested hook-up fees. The 
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partial deferral of the December payment reflects that portion (7,893 acre-feet) of the CAP 

allotment not projected to be taken for recharge during 2001. As indicated on the revised Exhibit 

3, under the proposed accounting procedure, as additional M&I payments are made during the 

planned ten-year phase-in, the portions thereof relating to CAP water not yet taken will continue 

to be deferred for recovery under the requested hook-up fees. The revised Exhibits portray a 

recovery of the deferred CAP M&I capital costs over a period of ten years and six months, 

essentially mirroring the phase-in term. 

V. EXPEDITED APPROVAL 

As established in Decision No. 60172, the decision by Citizens to acquire CAP water was 

prudent, and as determined in Decision No. 62293, the taking of CAP water complies with the 

Commission’s “used and useful” requirement that must be met for cost recovery. Further, the 

customers of Agua Fria will receive direct and immediate benefit from Agua Fria’s use of CAP 

water. Accordingly, full cost recovery, via the hook-up fees proposed, should now be permitted 

to commence. 

Since all relevant issues have been thoroughly considered in the Company’s application, 

the Staff testimony, and this Reply to Staff Testimony, Citizens respectfully requests that this 

application be considered and a proposed order prepared by the Hearing Division and submitted 

for Commission approval on an expedited basis, without a hearing. 

VI. CORRESPONDENCE 

All correspondence regarding these comments or this Application should be addressed to: 

Carl W. Dabelstein 
Vice President - Regulatory Affairs 
Citizens Communication Company 
2901 N. Central Avenue, Suite 1660 
Phoenix, Arizona 85012 

Michael M. Grant 
Gallagher & Kennedy 
2575 Camelback Road 
Phoenix, Arizona 86016-9225 
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RESPECTFULLY SUBMITTED on November L, 2000. 

Michael M. Grant 
Todd C. Wiley 
Gallagher & Kennedy 
2575 East Camelback Road 
Phoenix, Arizona 85016-9225 

Original and ten copies filed this 
November 1 , 2 0 0 0 ,  with: 

Docket Control 
Anzona Corporation Commission 
1200 West Washington 
Phoenix, Anzona 85007 

Copies of the foregoing maileddelivered 
this November \ ,2000, to: 

Deborah R. Scott 
Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Jerry Rudibaugh 
Chief Administrative Law Judge 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Lyn Farmer 
Chief Counsel 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 
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Lindy Funkhouser 
Residential Utility Consumer Office 
2828 North Central Avenue, Suite 1200 
Phoenix, Arizona 85004 

Walter Meek 
Arizona Utility Investors Association 
Suite 210 
2100 North Central Avenue 
Post Office Box 34805 
Phoenix, Arizona 85067 

By: 

3099-00381879485 
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I Agua Fria Water 
Summary of CAP Deferrals 

Payment 
Qaie 

Oct. 31, 1994 

May 26,1995 

Nov. 30, 1995 

May 31, 1996 

Nov. 1, 1996 

April 25, 1997 

Dec. 31, 1997 

May 29, 1998 

Dec. 31, 1998 

May 28, 1999 

Dec. 3,1999 

May 5,2000 

Paid by 
Sun City 
!&&I 

112,874 

166,268 

237,525 

237,525 

308,783 

308,782 

380,040 

380.040 

~~ 

Allocated 
to 

Aaua Fria (a) 

68,815 

101,367 

144,810 

144,810 

188,253 

188,253 

231,696 

231,696 

~~ 

Balance at December 31, 1999 

266,232 

Balance at June 30,2000 

Paid by 
Aaua Fria 

10,238 

15,109 

21,585 

21,585 

28,060 

28,060 

34,536 

34,536 

266,232 

266,232 

266,232 

(a) Based on ratio of acre-feet allocation (9,65411 5,835) 

Exhibit 1 
(Revised) 

Total 
Agua Fria 
Deferral 

79,053 

11 6,476 

166,395 

166,395 

216,313 

21 €531 3 

266,232 

266,232 

266,232 

266,232 

266.232 

2,292,105 

266,232 

2,558,337 

I 

. .  . .  
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CITIZENS UTPLPTH ES COMBANY 
AGUA FRPA WATER D1VIS1ON 

ARIZONA CORPQMTIQN COMMISSION STAFF'S 
FXRST SET OF DATA REQUEST 

WITNESS: +ERR% SUE c. ROSS1 

DOCKET NO. W-01032B-00-0205 

Exhibit 4 
Page 1 of 2 

DATA REQUEST NO. SMO 1-1: 

On page 5 of  the application, Citizens s ta tes  that  the MWD's boundaries a re  
nearly identical to the certificated area of Agua Fria. 

a .  Please explain how t h i s  alignment of service areas  would benefit the 
Agua Fria customers if Agua Fria uses the MWD Recharge Facility, 

RESPONSE: 

a .  Groundwater savings facilities do not use basins o r  recharge wells to  
recharge water. Instead, the "facility" is actually an irrigation district, farm 
or some other groundwater user. The facility uses another entity's CAP 
water (or other renewable supply) to  replace historic groundwater pumping 
from existing wells leaving groundwater in the aquifer that  would otherwise 
have been pumped. By curtailing pumping, the entity (e.g. irrigation 
district, farm, golf course, etc.) has  saved groundwater in its service area.  

Thejmpact t o  the aquifer is immediate and widespread, unlike an 
underground storage faciiity, where the water is applied in a single location 
and over time the water applied moves vertically from the land surface into 
the water table. Upon reaching the water table, the water spreads 
horizontally and outward from the recharge facility creating an "area of 
hydrologic impact". With a groundwater savings facility, the area of 
hydrologic impact is the entire service area of the entity operating the 
groundwater savings facility (e.g. the boundaries of the irrigation district) 
since the wells normally operated by the facility a re  no longer pumped, 
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Exhibit 4 
Page 2 of2 

DATA RESPONSE NO. S M 8  1-3. CONT"D: 

Any wells located in or  near  the service area of the entity operating the 
groundwater savings facility a re  immediatety benefited. 

The Maricopa Water District (MWD) is an irrigation district located in the 
same  geographic area a s  Agua Fria. The Agm Fria Water.Company was 
established in 1961. as  the potable provider for MWD. In 1975, the Agua 
Fria Water Company was purchased by Citizens and became Citizens' Agua 
Fria Division. With the exception of some  minor changes made to 
accommodate the City of Surprise's service area (section 5 and small parts 
of 6 and 17), t h e  boundaries are identical. 

Therefore, all groundwater saved from reduced pumping of MWD wells, is 
an immediate benefit to  Agua Fria since its wells are located throughout 
MWD's service area and draw from the same aquifer. f n  fact, some of 
MWD's wells a re  actually used by Agua Fria to supply Water to it5 
customers, As such, MWD and Agua Fria a re  ideal entities to partner in a 
groundwater savings project where MWD operates the facility and Agua Fria 
stores CAP water. 
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Exhibit 5 

CITIZENS UTILITIES COMPANY 
AGUA FRIA WATER DIVISION 

ARIZONA CORPORATION COMMISSION STAFF’S 
FIRST SET OF DATA REQUEST 

DOCKET NO. W-010328-00-0205 

WITNESS: TERRI SUE 6. ROSS1 

DATA REQUEST NO. SMO 1-3: 

Is use of the MWD Recharge Facility Citizens’ ultimate pian for the use of the 
Agua Fria CAP water? If not, what is Citizens‘ long range plan for the use of the 
Agua Fria CAP water? 

RESPONSE: 

No, it is not the ultimate plan. To t h e  extent that MWD continues to provide 
water for irrigation purposes, Agua Fria wiil use this facility a s  a part of its overall 
water management strategy. W h e n  MWD is fully urbanized, however, 
opportunities to offset the groundwater demands of farmers will not exist 
because there will be no farms to irrigate. Build-out in Agua Fria is projected a t  
over 40 years from today. 

Citizens is in the process of developing a water master plan for Agua Fria that, in 
the preliminary stages, has  concluded that Agua Fria cannot depend on 
groundwater indefinitely d u e  to  groundwater quality concerns and d u e  to 
shortfalls in groundwater supplies. 

Instead, Agua Fria will implement a water management Strategy that  will include 
the conjunctive management of groundwater and surface water. This will include 
combination of direct treatment and recharge including groundwater savings 
projects. 


